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USEEC 

US OECD 

E.O. 11652: N/A 

TAGS: ENRG, UK, EINV, EFIN 

SUBJECT: OIL COMPANY VIEWS OF THE NORTH SEA FUTURE 
REF: (A) LONDON 12267; (B) LONDON 12329 

1 . THE SIMULTANEOUS ANNOUNCEMENT OF MORE RESTRICTIVE 
CONDITIONS FOR THE NEXT ROUND OF OIL LICENSING AND OF 


THE INTENTION TO INCREASE THE TAKE OF THE PETROLEUM 
REVENUE TAX (PRT) IS GENERATING A PERHAPS PREDICTABLE 
GLOOM IN U.K. OIL CIRCLES. COMPANY REACTIONS ARE 
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NECESSARILY PRELIMINARY BECAUSE OF THE NEED TO ASSESS 
THE SPECIFIC ACREAQE BEING OFFERED AND TO STUDY THE 
LIKELY IMPACT OF THE PRT CHANGES. ALSO, THE PRESUMABLY 
APPROACHING ELECTIONS NATURALLY GENERATE AN AURA OF 
UNCERTAINTY. FOR EXAMPLE, COMPANIES BELIEVE THE 
TORIES WILL SUPPORT THE PRT CHANGES BUT THAT A TORY 
GOVERNMENT WOULD EFFECT SOME (BUT DIFFICULT TO PREDICT 
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WHAT) CURTAILMENT OF THE ROLE OF THE BRITISH NATIONAL 
OIL CORPORATION (BNOC). 

2. THE U.K. OFFSHORE OPERATORS' ASSOCIATION REPRE- 
SENTING PRIVATE COMPANIES (UKOOA) HAS TOLD US THAT THE 
PRT CHANGES MARK THE FIRST TIME THE GOVERNMENT HAS PUR- 
SUED A MAJOR CHANGE IN OIL CONDITIONS WITHOUT PRIOR 
CONSULTATION AND DISCUSSION WITH COMPANIES. UKOOA SAID 
THEY HAD INFORMALLY UNDERSTOOD ALL ALONG THAT THE PRT 
RATE WOULD INCREASE IF OIL PRICES ROSE. HOWEVER. 

NORTH SEA OIL PRICES HAVE ACTUALLY FALLEN. FORTIES 
CRUDE IN MARCH 1977 WAS SOLD FOR JUST OVER $14 PER 
BARREL, VERSUS $13.65 TODAY. 

3. A LARGE U.S.-BASED COMPANY BELIEVES THE GOVERNMENT 
HAS ALLOWED THE ADMITTEDLY PROFITABLE FORTIES AND PIPER 
FIELDS TO DIVERT ATTENTION FROM WHAT LIES IN THE 
FUTURE: 

(A) MUCH HIGHER PRODUCTION COSTS FOR ALL NEW FIELDS 
DEVELOPED REGARDLESS OF LOCATION AND RESERVOIR CONDI 
TIONS, AND (B) EXPLORATION AND DEVELOPMENT OF PROBABLY 
EVER SMALLER FIELDS, SOME OF WHICH WILL BE IN DEEPER 
WATER. AN EXISTING COMPANY ILLUSTRATION FOR BOTH 
POINTS IS BRITISH PETROLEUM. FORTIES HAS COST ABOUT 
ONE BILLION POUNDS STERLING TO DEVELOP, MOST OF WHICH 
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REPRESENTS EARLY EXPENDITURE AT COSTS WHICH WILL NEVER 
BE SEEN AGAIN. IF FORTIES DEVELOPMENT WERE BEGUN AT 
TODAY'S COSTS, IT WOULD PROBABLY REQUIRE A MULTIPLE OF 
THIS FIGURE. BP'S MORE DIFFICULT MAGNUS FIELD, PEAK 
PRODUCTION OF WHICH WILL BE LESS THAN ONE-FIFTH THAT 
OF FORTIES, IS ALREADY PROJECTED TO COST 25 PERCENT 
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MORE THAN FORTIES' ONE BILLION POUNDS. 

4. ANOTHER COMPANY SAYS TOTAL GOVERNMENT REVENUES ARE 
A LITTLE BEHIND SIMPLY BECAUSE COSTS AND THEREFORE 

PRT DEDUCTIONS HAVE RISEN FASTER THAN EXPECTED. WE 
WOULD ADD TO THIS THE FACT THAT OIL PRODUCTION ITSELF 
IS ALSO BEHIND SCHEDULE (LONDON 10352) IN THIS RESPECT, 

AN ARTICLE IN TODAY'S "FINANCIAL TIMES" NOTES THAT THE 
OFFICIAL PREDICTION OF NET OIL SELF-SUFFICIENCY HAS 
ALREADY BEEN PUSHED BACK FROM 1978 TO 1980. THE 
MANAGER OF A LARGE OIL COMPANY SAID HE EXPECTS THE YEAR 
TO BE 1981 OR 1982. 

5. APPREHENSION ABOUT CHANGES AFFECTING FUTURE PROFIT- 
ABILITY MIGHT BE CHARACTERIZED BY THE CIRCUMSTANCES 
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SURROUNDING THE BRENT FIELD (SHELL/ESSO): MORE THAN 
TWO BILLION POUNDS STERLING HAVE BEEN INVESTED, YET 
VIRTUALLY ALL OF THE RETURN CASH FLOW IS STILL IN THE 
FUTURE. 

6. WHATEVER THE FINAL OUTCOME OF THE COMPANIES' RE- 
ASSESSMENTS MAY BE, TWO FUNDAMENTAL TRUTHS ARE ALREADY 
EVIDENT. FIRST. GIVEN THE SMALLEST-EVER ACREAGE BEING 
OFFERED IN THE SIXTH ROUND. THE GOVERNMENT WILL NOT HAVE 
TO HAVE VERY MANY TAKERS IN ORDER TO SAY THAT PRIVATE 
COMPANIES ARE STILL INTERESTED. SECOND, EXPLORATION 
ACTIVITY ON THE U.K. CONTINENTAL SHELF IS HEADED 
DOWNWARDS. 
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